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METHOD OF CREATING A VIRTUAL HEALTH CARE NETWORK 



5 BACKGROUND OF THE INVENTION 

Field Of The Invention 

This present invention relates generally to health care insurance products and 
services. More particularly, though not exclusively, the present invention relates to a new 
method of selecting health care plans and a method of creating a virtual health care 

10 network. 

Problems in the Art 

Health care in America is changing rapidly. Twenty- five years ago, most people 
in the United States had indemnity insurance coverage. A person with indemnity 
insurance could go to any doctor, hospital, or other provider (which would bill for each 

1 5 service given), and the insurance and the patient would each pay part of the bill. But 
today, it is estimated that more than half of all Americans who have health insurance are 
enrolled in some kind of managed care plan, an organized way of both providing services 
and paying for them. Different types of managed care plans include preferred provider 
organizations (PPOs), health maintenance organizations (HMOs), and point-of-service 

20 (POS) plans. 

Indemnity and managed care plans differ in their basic approach. Put broadly, the 
major differences concern choice of providers, out-of-pocket costs for covered services 
and how bills are paid. Usually, indemnity plans offer more choice of doctors (including 
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specialists, such as cardiologists and surgeons), hospitals and other health care providers 
than managed care plans. Indemnity plans pay their share of costs of a service only after 
they receive a bill. 

In contrast, managed care plans have agreements with certain doctors, hospitals, 
5 and health care providers to give a range of services to plan members/participants at 
reduced cost. PPOs have become a quite popular form of managed care. APPOhas 
arrangements with doctors, hospitals and other providers of care who have agreed to 
accept lower fees from the insurer for their services. As a result, cost sharing is generally 
lower than if a participant goes outside the network. In addition to the PPO doctors 

10 making referrals, plan participants can refer themselves to other doctors, including ones 
outside of the plan. If the plan participant goes to a doctor within the PPO network, the 
participant will pay a co-payment (i.e., a set amount for certain services). The 
coinsurance is based on lower charges for PPO participants. If the plan participant 
chooses to go outside the network, the participant will have to meet a deductible and pay 

15 coinsurance based on higher charges. In addition, the participant may have to pay the 
difference between what the provider charges and what the plan will pay. 

Today, health care providers have formed their own managed care organizations 
and are competing successfully with the mainstream organizations. Provider owned 
organizations compete quite well in their local communities but cannot provide needed 

20 services to employer groups with employees in multiple states. For companies with 
employees in multi-state locations, the choice is national and regional PPOs. The 
problem with many national PPOs is that they are made up of many smaller PPOs which 
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are accessed by the nationals via leased arrangements. This can be effective but presents 
problems when the providers of the leased networks do not know that their contracts have 
been leased and refuse legitimate discounts which causes havoc for payors, patients and 
ultimately employer groups. Thus, there is a need in the art for new and improved 
5 methods of selecting health care networks for employer groups with employees in 
multiple states. 

Features of the Invention 

A general feature of the present invention is the provision of improved methods of 
10 designing a virtual PPO network for group health care plans which overcome the 
problems and deficiencies found in the prior art. 

A further feature of the present invention is the provision of a new method of 
designing a virtual PPO network for a group health care plan that seeks to maximize 
health care savings while minimizing the disruption to plan participants in changing 
1 5 health care providers. 

A further feature of the present invention is the provision of a unique method of 
creating a virtual managed care network spanning more than one state, wherein the 
virtual network is comprised of a plurality of managed care networks. 

A still further feature of the present invention is the provision of a new method of 
20 accurately projecting future health care savings by properly designing a virtual PPO 
network. 
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These, as well as other features and advantages of the present invention will 
become apparent from the following specification and claims. 
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SUMMARY OF THE INVENTION 

The present invention includes a new method of creating a client-specific virtual 
managed care network spanning multiple states. The method seeks to maximize savings 
while minimizing the inconvenience and disruption to plan participants in changing 
5 health care providers. Based upon the utilization or disruption data and projected future 
savings, one managed care network is selected per state. The various managed care 
networks selected for each state comprise a virtual health care network for providing 
health care services to plan sponsors, such as employer groups with employees in 
multiple states. 

1 0 The present invention also includes a new method of projecting future health care 

savings based upon the utilization of a properly designed virtual PPO network. The 
method generally includes determining historical health care costs for participants for a 
selected time period, determining a portion of the health care costs that would be in the 
network, comparing multiple plan discounts to the health care charges incurred or 

15 covered in each network, calculating an average expected discount per participant, and 
then predicting future health care savings based upon the average plan discount per 
participant and the number of participants projected to be in the network. 

The present invention further includes a new method of selecting a group health 
care plan. The method generally includes determining utilization under the plan based 

20 upon the number of probable plan participants that utilize health care providers under the 
plan, comparing the utilizations for different networks, projecting future savings for 
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networks having the highest utilization, and selecting the networks with the greatest 



savings. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

The present invention is illustrated by way of example and not limitation in the 
figures of the accompanying drawings, in which: 

Figures 1-3 are flow charts that describe the preferred method of the present 
invention. 



DETAILED DESCRIPTION OF A PREFERRED EMBODIMENT 

The present invention will be described as it applies to a preferred embodiment. 
It is not intended that the present invention be limited to the described embodiment. It is 
intended that the invention cover all modifications and alternatives which may be 
included within the spirit and broad scope of the invention. 

The preferred embodiment is directed to a method of creating a client-specific 
virtual PPO network which spans multiple states. Those skilled in the art will recognize 
that the methods disclosed as part of the preferred embodiment can be easily adopted for 
other types of health care networks and geographic areas. 

Figure 1 illustrates the preferred method of creating a virtual PPO network at a 
high level. Based upon the results of a disruption analysis at step 10 and a determination 
of future health care cost savings at step 12, a PPO network is selected at step 14. 

The purpose of the preferred method of the present invention is to create a client- 
specific virtual PPO network. There are two primary goals, which are the focus of the 
preferred method. These goals are to (1) maximize health care savings for the health care 
plan sponsor while (2) minimizing the disruption and inconvenience to the plan 
participants (e.g. employees) in changing health care providers. In the past, employer 
groups had to decide which of these two goals was most important. However, following 
the methodology of the present invention has shown that these goals are not mutually 
exclusive. 

Before providing further details of the preferred embodiment, it is helpful to have 
a more complete understanding of the prior art approach in selecting PPOs. Preferably, 
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most PPOs, when soliciting business from a potential plan sponsor, provide a standard 
GEO Access Report. A GEO Access Report is typically prepared by collecting the 
residential zip codes of each employee/participant and determining what percentage of 
participants live within a certain distance of health care providers that are members of the 
5 subject PPO. In most cases, the coverage numbers are quite high. For instance, it is not 
uncommon to have coverage numbers as high as 95% from a GEO Access Report. 

The present invention uses a different approach, referred to as a disruption 
analysis. A disruption analysis shows whether the health care providers presently utilized 
by the plan participants are in a specific PPO network. Comparing the GEO Access 

10 Reports with the disruption data typically shows that coverage is high in the GEO Access 
Reports, but in reality the utilization based on the disruption data is approximately half of 
what it depicted in the GEO Access Reports. Most national networks will have coverage 
based upon GEO Access data that ranges from 80-95% for multi-state health care plans. 
Yet when evaluating using the method of present invention, actual utilization is usually 

15 35-45%. This translates into half the expected savings from a given network. For the 
GEO Access Reports to be accurate, there must be significant financial disincentives to 
force the plan participants to use health care providers in the network. One of the goals 
of the present invention in building a virtual PPO network is to maximize the largest 
number of member health care providers already utilized by participants. In this respect, 

20 disruption data is a much more valuable tool in the selection process. 

Figures 2 and 3 illustrate in greater detail the preferred method of creating a 
virtual PPO. The method begins step 16 with a disruption analysis. Health care provider 
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information is collected at step 18 to help determine utilization for a particular PPO. One 
way to obtain this information is to request a database-delimited file or spreadsheet 
containing a list of medical providers who have been paid for medical services by the 
plan sponsor in the past year. Such data preferably includes the following items: (1) the 

5 Federal Tax Identification Number (TIN) of each health care provider to which payments 
were made; (2) the name of the health care provider as listed in the plan sponsor's claims 
system; (3) the location of the health care provider by city and state; and (4) dollars paid 
to each health care provider. It is preferred that health care providers paid only a minimal 
amount during the preceding year (e.g. less than $300) be removed from the list because 

10 the percentage of health care providers paid such amounts as typically minimal. The 
present invention seeks to provide an evaluation based upon where the majority of the 
plan sponsor's claims dollars are spent. 

In order to determine provider utilization, the various national and regional PPO 
networks are presented with the list of the data referenced above and asked to identify the 

15 health care provider and tax ID numbers that are members of their specific health care 
network. 

At step 20, network utilization is determined. The data compiled at step 18 is 
preferably compared on the following basis: For each PPO, the number of health care 
provider matches on a state-by-basis is used to calculate the percentage of providers that 
20 would be classified as "in-network." The total number of dollars spent in each network 
and the percentage of dollars spent in each network are also computed. With these 
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measures of network utilization, PPOs can be compared on a state-by-state basis at step 
22. 

As previously noted, the goal is to maximize the utilization factor to minimize the 
disruption to participants in changing health care providers. Those PPOs with the highest 

5 utilization are thus selected for a cost savings analysis at step 24. It is preferred that 
multiple (5 or more) PPOs be evaluated for each state. However, the selection of PPOs 
for the cost savings analysis must be made on a case-by-case basis, sometimes requiring 
more than one PPO per state. 

Figure 3 illustrates the steps performed in the cost savings analysis. The cost 

10 savings analysis begins at step 26. The starting point is to determine historical health 
care costs that are "in-network" for a particular time period, preferably one year (see step 
28). One way to obtain the cost data is from a report of approved charges from the 
claims payor. These are the charges that are approved for payment, which tends to be the 
most accurate starting point. An alternative approach is to review an IRS 1099 report that 

1 5 is provided to the IRS for tax purposes. Such a report lists all of the vendors the plan 
sponsor paid in excess of $600 in the year prior that were reported to the IRS. While 
these reports contain information on all vendors, it is fairly easy to separate the health 
care vendors. Estimating health care costs based upon the 1099 report tends to be less 
accurate, however. The reason is that the 1099 report is based on what was actually paid. 

20 The total charges have been reduced by deductibles, co-pay amounts, reductions resulting 
from usual and customary adjustments, existing PPO arrangements, and passive 
discounting of medical claims. As a result, dollar amounts from the 1099 report must be 
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grossed up to present an accurate starting point. It has been found that in the case of the 
average plan, the 1099 amounts must be grossed up by 40% or more. 

Once the historical heath care costs are computed, the appropriate PPO discounts 
are applied at step 30. The discounts are provided by the PPOs. The PPO knows when 

5 contracting with a health care provider what the discounts will be. The discounts are 
typically either a percentage off of bill charges, a percentage of resource based relative 
value scale (RBRVS) or a daily rate (per diem). 

It is preferable to separate the total health care charges between hospital charges, 
on the one hand, and physician and other charges, on the other. The hospital charges are 

10 multiplied by the average discount for hospital charges in the specific state of the 
applicable PPO. The process is repeated for the physician and other charges. The 
predicted savings for both hospital and physician and other charges are combined and 
divided by the total charges determined to be in the PPO. The resulting percentage is 
used as the average discount for each network in each particular state. The average 

1 5 discount is then calculated on a per participant basis at step 32. 

A determination is made to as to the number of participants projected to be the in 
plan for the future at step 34. The future savings can then be computed at step 36. Those 
skilled in the art will appreciate that there are various other ways to project future savings 
based upon PPO discounts. The method described herein is exemplary only. 

20 Those skilled in the art will appreciate that the methods described as part of the 

methods described as part of the preferred embodiment can be implemented and 
automated with computer systems. In particular, the acquisition and manipulation of the 
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data can be easily computerized. Further, data calculations can be performed more 
efficiently by computers. Computers and computer systems are also well-suited to create 
and generate reports. 

In the preceding detailed description, the invention is described with reference to 
a specific exemplary embodiment thereof. Various modifications and changes may be 
made hereto with departing from the broader scope and spirit of the invention as set forth 
in the claims. The specification and drawings are, accordingly, to be regarded in an 
illustrative rather than a restrictive sense. The invention is to be limited only by the 
claims appended hereto. 
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